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General Business Conditions 





HE business of the country at the 
turn of the half year is moving in 
good volume, though with indications 
of unevenness here and there which 
reflect the presence of some retarding 
influences. While figures on electric power 
consumption and bank clearings indicate pro- 
duction and trade to be still running at record- 
breaking levels, the recent decline in steel ac- 
tivity to levels somewhat below those of a year 
ago and a moderate falling off in railway ship- 
ments of merchandise and less-than-car-lot 
freight give evidence of recessions in some 
quarters which are not altogether seasonal. On 
the other hand, account must be taken of the 
fact that business has a great deal to contend 
with in the form of floods and unseasonable 
weather for trade, while unemployment result- 
ing from the coal strike and the reduction of 
activity in the automobile industry has doubt- 
less been a handicap in the regions affected. 
These conditions, however, are not in them- 
selves important enough to interfere with the 
usual expansion of trade in the Fall months, 
which we look forward to with confidence. 


The Mississippi flood is now past its crisis, 
and Secretary Hoover is quoted as placing the 
economic loss at between $200,000,000 and 
$400,000,000, with 600,000 persons driven from 
their homes and made dependent upon relief. 
Measured against the total resources of the 
country, however, the damage assumes a much 
less formidable aspect. Considerable alarm was 
felt a year ago over the possible consequences 
of the fall in the price of cotton, which it was 
calculated would inflict still larger losses upon 
the South than those now named in connection 
with the flood, but no such ill effects as were 
feared have taken place. According to an esti- 
mate by the Southeast Shippers’ Advisory 
Committee to the railroads, business in the 
South Atlantic States during the third quarter 
will run 10 per cent ahead of that of the corre- 
sponding quarter of last year. 

In the steel industry the summer recession 
has carried operations down to 70 per cent of 
capacity, and buyers have become even more 
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cautious if possible than in the past. Unfilled 
orders under the current regime of hand-to- 
mouth purchasing have fallen off to the lowest 
level since 1910. According to the Iron Age, 
however, no further pronounced dip in buying 
is expected, though the swing downward in 
production may be further extended. 
Automobile manufacturing is having more 
than a seasonal decline, the production in May 
being smaller than in May of either 1926 or 
1925. The industry, however, is looking for- 
ward to a revival in the second half of the year 
when‘the new models are out. Keen competi- 
tion is expected and there may be another turn 
in the fortunes of individual companies, but 
the aggregate business done should be large 
and may yet set a record for 1927, with conse- 
quent benefit to the steel, tire, copper, glass, 
and other industries dependent in varying de- 
gree upon activity in motor manufacturing. 
While developments such as growing com- 
petition in the motor field, the serious over- 
production in oil, indications of retrenchment 
in the motion picture industry, and increasing 
competition in numerous other lines that have 
been going ahead unusually fast are giving 
business men a good deal to think about, it 
is important to note that building is still hold- 
ing at high levels, while cotton goods, rayon, 
hides and leather, and tires are enjoying im- 
proved prospects. Thus it is that despite read- 
justment in individual industries the general 
average of business is being sustained. 
Probably the greatest handicap that business 
has had to face has been the weather. Ex- 
cessive rains and unseasonable temperatures 
have hurt retail trade and resulted in a back- 
ward season in agriculture. In the absence of 
any fundamental reason for an impairment of 
consumer purchasing power, the retail situa- 
tion should clear up with good weather, but 
the damage to agriculture may be more last- 
ing. While the outlook for the small grains 
and for cotton is good, the corn season is so 
delayed as to give cause for apprehension. A 
short corn crop, carrying in its train high feed 
and meat prices and general disorganization 
of agricultural economy throughout the corn 
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belt, would be a serious blow to that section, 
which is only just beginning to recover from 
the effects of the short corn crop of 1924, 


The Trend of Prices 


Reflecting the prospects for smaller crops, 
agricultural prices have shown important ad- 
vances, thus narrowing the unfavorable spread 
which has existed between agricultural and 
non-agricultural commodities. While the re- 
sults to the farmer are uncertain, by reason of 
the smaller yields, the movement is significant 
as perhaps reflecting the turning point in agri- 
cultural prices. For the first time since 1924 
agricultural commodities have become an at- 
tractive speculation for the rise, and to some 
extent at least the increases reflect a real gain 
in agricultural purchasing power. That the 
state of unbalance between agriculture and in- 


dustry would sooner or later be rectified has - 


been inevitable. Moved by the disparity of 
return, capital and labor that could be spared 
from the farms have been gradually turning 
away from agriculture and into industry, which 
means that fundamental factors have been 
slowly shaping themselves for an improvement 
in agriculture, quite apart from price changes 
in which the weather has been a factor. 

Largely because of the rise in farm preducts, 
which has offset declines in other commodi- 
ties, the price indexes give evidence of a sta- 
bility that is somewhat misleading. Apart from 
the rise in the grains and cotton there is no 
evidence that the gradual downward trend of 
prices has been checked. In fact a number of 
important commodities have shown further de- 
clines. Included among these are copper, lead, 
rubber, silk, coffee, and pig iron, while steel 
prices are none too firmly established at the 
present levels, which are below those of a year 
ago. 

Whether or not the coal strike will eventual- 
ly become a factor in prices remains to be seen, 
but the first three months of the lay-off have 
caused no disturbance in the trade. 


Government Finance 


Government figures of revenue received dur- 
ing the current fiscal year continue to provide 
tangible evidence of the prosperity which the 
country has been enjoying. According to the 
latest available figures, the Treasury will close 
the fiscal year with a surplus in excess of $630,- 
000,000, which would be the largest for any 
year since the war, the previous top figure 
being $505,366,996 in 1924. This surplus of 
course does not represent actual cash, but is 
merely a bookkeeping entry showing the dif- 
ference by which the realized receipts have 
exceeded the actual cost of running the Gov- 
ernment plus the amount budgeted for debt 
retirement. Actually no cash other than 
enough for a safe working balance is car- 


ried over, the “surplus” being applied to re- 
duction of the public debt over and above the 
amount provided for in the budget. With these 
additional applications the debt reduction for 
the year may run as high as $1,130,000,000. 

The existence of so large a surplus this 
year naturally focusses attention on the pos- 
sibilities for tax reduction during the coming 
year. The Administration is not committing 
itself on this point and may be expected to 
proceed cautiously, partly for the reason that 
these high revenues depend upon unusual pros- 
perity which is not a condition that can be 
relied upon to continue indefinitely, and partly 
for the reason that over $360,000,000 of the 
present surplus was due to non-recurring 
revenues, including a net of back taxes over 
refunds, repayments of railroad loans, and pro- 
ceeds of sales of farm loan bonds and of securi- 
ties held by the War Finance Corporation. 
At the same time the Administration has let 
it be known that some form of tax reduction is 
on its program. 


The Situation in Cotton Goods 


The cotton goods industry continues its 
demonstration of a remarkable comeback. A 
year ago this industry was in the depths of 
discouragement, with several years of poor 
business behind, and apparently little to look 
forward to in the immediate future. Then 
came the drop in raw cotton which proved to 
be the spark that has given it renewed life. 
With raw cotton down to 12 cents a pound, 
as compared with 20 to 25 cents before last 
year’s big crop, merchants everywhere began 
to regain confidence both in the raw material 
and in cotton goods, and to replenish stocks 
which had been allowed to run down to the 
minimum. As cotton has crept upward in 
price this Spring, ccnfidence has grown, and 
hand-to-mouth buying of cotton goods has 
given way in many instances to forward or- 
dering, and many mills are now well sold 
ahead for the first time in years. 

This decided recovery of activity is strik- 
ingly shown in the statistics of the industry. 
Consumption of raw cotton by domestic mills 
has reached record breaking levels, exceeding 
the totals of a year previous in every month 
since July, 1926, while for the cotton year to 
date the total shows an increase of 495,342 
bales. The figures on spindle activity have 
shown over-time operations in every month 
since November, 1926, and at the end of May 
were at the rate of 109 per cent of single shift 
capacity, compared with 88.9 per cent on the 
corresponding date of 1926. 

It is not to be inferred from this, of course, 
that all sections of the industry are sharing 
equally in this recovery. Most of the over-time 
is taking place in the southern mills, though 
operations in New England have also im- 
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proved. There is still, however, much idle 
machinery in that section and the process of 
mill liquidation is still going on. 

Besides the increase in domestic consump- 
tion exports have been moving in far larger 
volume, the total since August 1, amounting 
to 10,313,000 bales, or an increase of 2,870,000 
bales over the corresponding period of last 
year. Thus, counting domestic consumption 
and exports, the combined movement to date 
has accounted for approximately 16,283,000 
bales, or 3,365,000 bales more than a year 
previous at the same date. 


It is true, of course, that cotton exports do 
not represent final consumption, and it is signi- 
ficant that actual foreign mill takings of Amer- 
ican cotton have thus far increased only 1,990,- 
000 bales over last year, the balance of the 
cotton apparently going into stock. To the 
extent that cotton is bought ahead now it 
may mean diminished buying later. The ex- 
pectation, however, is that the lower price will 
accelerate the movement of goods into final 
consumption. 

As to the goods situation in this country, 
the figures published by the Association of 
Cotton Textile Merchants of New York are 
most illuminating. These figures, presented 
below in chart form, show increases in sales 
and in unfilled orders over a year ago which 
are remarkable to say the least, substantial 
increases in production and shipments, and a 
large reduction in stocks. In the chart the 
columns above the base line reflect the per- 
centage increases in production, sales, ship- 
ments, and unfilled orders this year as com- 
pared with the corresponding figures for 1926, 
while the column extending below the line re- 
flects the percentage decrease in stocks as com- 
pared with last year. 
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Analyzing these figures, it is clear that so 
far as the mills are concerned there has been 
no accumulation of goods in stock despite the 
increase in production. Explanation of the 
record-breaking mill sales undoubtedly lies in 
part in a larger movement of goods into con- 
sumption, one important outlet being the chain 
stores which by reason of the lower prices 
have been enabled to place on their counters 
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a large variety of cotton cloths. Allowing, 
however, for a liberal increase in consumption, 
it is nevertheless evident both from the mag- 
nitude of the sales figures and from the 
large increase in unfilled orders that sales are 
running ahead of current consumption and ex- 
pressions of apprehension are not lacking that 
the present activity will be overdone. One 
fact that should be borne in mind is that much 
of the cloth now being produced has been 
manufactured from cotton bought at much 
lower prices than those now current. In other 
words a great deal of cloth is being distributed 
at below reproduction costs, and unless goods 
prices can be advanced to levels commensurate 
with the recent advances in the raw material 
the industry will find itself once more in diffi- 
culties. 


In considering the problems before the cot- 
ton goods industry, mention should be made 
of the Cotton Textile Institute formed last 
year with a view to assisting the industry to 
work out of some of its troubles and now 
comprising in its membership the bulk of the 
milling interests in New England and in the 
South. This organization, under the leader- 
ship of Walker D. Hines, former Director 
General of Railroads, who has been selected 
to be its head, is now engaged in a careful 
study of ways aid means whereby it can be 
of assistance to the industry as a whole. There 
is no reason to doubt but that the expert and 
disinterested knowledge which it brings to the 
problem will bear fruit. A great service which 
it can undoubtedly render will be the collection 
and dissemination of trade statistics on the in- 
dustry, so that manufacturers and distributors 
will be able to operate in the light of better 
knowledge of market conditions. Beyond 
this, however, it may be expected to proceed 
with caution, and it would be unfortunate if 
the cotton goods industry should expect too 
much of it. The best minds in the trade know 
that a condition of over-production can only 
be cured by elimination of the uneconomic 
units, and that any attempt to spread business 
over the entire field in the interests of the 
weaker units only delays the process of read- 
justment and must end in failure. 


Rayon and Silk 


Paralleling the improvement in cotton goods 
has been activity in rayon and to a lesser ex- 
tent in silk. Last year the rayon industry 
showed all the indications of over-expansion 
and prices had to be cut several times, the last 
cut, made as late as December, bringing them 
to the lowest point on record. With the gen- 
eral revival of the textile industry this year, 
rayon has taken a new lease of life and manu- 
facturers are sold several months ahead and 
having difficulty in satisfying the demand. 
Prices have been advanced once since the first 
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of the year and are holding strong at the 
higher levels thus established. 

One of the interesting developments in con- 
nection with rayon, and one which reflects the 
promising condition of the industry in this 
country, was the recent incorporation of the 
American Glanzstoff Company as American 
subsidiary of the Vereinigte Glanzstoff Fabri- 
ken, one of the largest rayon producers of Ger- 
many. This company, it has been announced, 
proposes to erect a large plant, representing 
an ultimate investment of possibly $50,000,000, 
near Johnson City, Tenn. The American Bem- 
berg Corporation, an affiliated organization, 
already has a plant in that locality and is re- 
ported to be commencing the second of five 
units originally planned, each costing in the 
neighborhood of $3,000,000. 

The silk industry continues to labor under 
the handicap of slow retail demand due to the 
bad weather, and the season has thus far been 
somewhat disappointing. Consumption of raw 
silk in May dropped 2,367 bales as compared 
with April, to 45,486 bales, the smallest for 
any month this year excepting the short 
month of February, but was still considerably 
higher than in May a year ago. 


Woolens Continue Depressed 


The woolen situation continues the dark 
spot of the textile industry and unfortunately 
little light can be seen ahead. Due to the 
sweeping changes in both men’s and women’s 
styles of apparel, consumption of wool has 
been steadily declining since 1922 as indicated 
by the following table showing the figures re- 
duced to grease equivalent: 


























Pounds 
1918 741,718,000 
1919 626,884,000 
1920 578,838,000 
1921 650,273,000 
1922 800,200,000 
1923 787,800,000 
1924 660,300,000 
1925 646,200,000 
1926 626,210,000 





Meantime, mill capacity up to 1925 at least 
continued to expand, so that notwithstanding 
an improvement in consumption this year the 
industry is still operating far below capacity. 
Following are the latest figures on growth of 
capacity from the census reports: 





1914 1919 1925 
Woolen Cards  ......ccocccccseree 5,382 5,835 6,140 
Wool-comb. machines .... 2,425 2,294 2,733 
Spindles 5,006,286 5,242,618 6,126,029 
Looms 76,789 77,338 80,629 





Reflecting the unsatisfactory condition of 
the market and the uncertain outlook, the 
American Woolen Company at the June meet- 
ing decided to omit the regular quarterly divi- 
dend on the preferred stock. This dividend 
had been paid continuously since 1899, but 
since 1923 payments have been made almost 
wholly out of previously accumulated surplus 
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as earnings have not been sufficient to cover 
dividend requirements. It was hoped, however, 
that a turn for the better in merchandising 
would make unnecessary the step that has 
just been taken. 

In the woolen industry, as in other lines, it 
requires high level activity to enable the big 
units to operate profitably, and American 
Woolen’s rate has been reported as around 55 
per cent of capacity. With the trend so strongly. 
towards individualized styles, the big units in 
the industry have been hard put to get the 
staple goods business which has always been 
their mainstay in the past. 


Hides and Leather 

Another line which appears to be having a 
revival almost as pronounced as that of cotton 
goods is the hide and leather industry. This 
industry has not had a good year since the 
war. Heavy stocks of hides and leather ac- 
cumulated as a result of overproduction dur- 
ing the war, continued overproduction in later 
years due to large cattle slaughterings, and the 
unfavorable conditions in the shoe industry 
which absorbs about 80 per cent of the leather 
output, have all contributed to make things 
difficult for the tanners. 

Due largely, however, to a policy of rigid 
production control, stocks at last have been 
worked down to a minimum, and the industry 
is experiencing a turn for the better which it 
is believed has good promise of permanency. 
The following table shows in a striking way 
the drastic liquidation in stocks that has taken 
place in recent years: 

(in thousands) 
Jan. Jan. Jan. 
1923 1926 
Raw Hides on Hand 
OEE, nninsennen OF 4507 
1895 
5198 


4731 


Dec. Apr. 
1926 1927 1927 
3880 


1423 
5359 


3400 


4751 
2179 
5511 


4843 


Tanners 
In Process—Total., 
Finished Stocks— 

TOtal cccccrcccccccecercceee 
Total Rawstocks, 

Process Stocks 

and finished lea- 

ther in hands of 

tanners 16400 12533 11824 10182 10249 9966 

Reflecting the greatly improved statistical 
position of the industry in this country and 
scarcity of hides abroad, hide prices have ad- 
vanced sharply during recent months and are 
now substantially higher than at this time of 
any previous year since 1920. 

Leather prices have likewise been firmer, 
but whether they will advance commensurately 
with hides is the problem now giving concern 
to the tanners. Like cotton goods, leather is 
selling below reproduction cost and unless 
prices advance the tanners will find themselves 
unable to make a profit. The absence, however, 
of any important accumulation of either leather 
or hides gives the tanners powerful support 
in their efforts to maintain a fair margin be- 
tween the raw and processed material. 
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Building Operations Maintained 


The construction industry continues to give 
active support to business. Though building 
permits granted in leading cities are running 
some 10 to 13 per cent under last year, the 
more inclusive totals of contracts awarded, re- 
ported monthly by the F. W. Dodge Corpora- 
tion, make a considerably better showing. 
During May for example the value of contracts 
so reported amounted to $552,349,000, or 
slightly in exeess of the total for May last 
year, while for the first five months of this 
year the cumulative total measures up to with- 
in a fraction of one per cent of the record last 
year. 

The persistence with which the building 
program holds up continues one of the extra- 
ordinary features of the present situation. Un- 
doubtedly the prevalence of easy money has a 
great deal to do with it, but rising standards 
of living have also been an important influence. 
As we have pointed out before, it is not simply 
a question of making up the war shortage in 
building, but we have very radically revised 
our ideas of what sort of structures are suitable 
to live and work in, and our dwelling houses 
and offices are having to be made over to con- 
form. Building may be expected to follow in 
a general way the national income, and that it 
does so is suggested by the accompanying dia- 
gram showing the comparative trend over a 
period of years of building permits granted 
in a representative list of cities and the esti- 
mates of national income computed by the 
National Bureau of Ecomonic Research: 
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Of course this is not to say that our so- 
called “standards of living” may not become 
at times more or less artificial. In periods of 
prosperity extravagance often plays a part, and 
to the extent that a building program is based 
on that sort of a demand it is on uncertain foot- 
ing. 

Indication of the manner in which the build- 
ing of apartments is changing the character of 
our cities appears in figures recently published 
by the United States Department of Labor. 
These show what percentage of the total fam- 
ilies provided for by new building in leading 
cities each year since 1921 were taken care of in 
one-family houses, in two-family houses, and 
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in multi-family houses. The following graphic 
presentation of the figures shows clearly the 
ascendency of the apartment: 
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Such a movement, besides bringing in its 
train new problems such as street and trans- 
portation congestion, has important effects 
upon the building materials industries, the 
apartment type of construction calling for a 
relatively higher percentage of the heavy ma- 
terials, such as brick, steel, cement, and the 
like, and a smaller percentage of lumber, than 
in the case of single dwelling construction. 


The Floods 


The situation in the regions flooded by the 
Mississippi River and its principal tributaries 
south of Cairo has been very much aggravated 
by a secondary overflow, beginning the first 
week in June. It is now estimated that in 
Arkansas about 250,000 acres, mainly in the 
St. Francis River basin and the extreme south- 
eastern part of the State, are under water July 
1, of which area about 100,000 acres had been 
replanted after the first overflow had subsided. 
A more disheartening experience than that of 
these farmers would be hard to imagine. 

In Mississippi about one-half of the farming 
land covered in the first inundation was un- 
covered and had been planted when the river 
began to pour a new flood through the cre- 
vasse above Greenville. It is estimated that 
between 25 and 50 per cent of the emerged land 
was flooded again, and that not before July 1 
will the river subside to the stage at which it 
was on June 1. At this time it is too late for 
the planting of any but feed crops. 

Four counties in Mississippi were completely 
covered by the first overflow and six others 
were covered to the extent of one-third of their 
cultivated area. The total production of cot- 
ton in the ten counties in 1926 was 662,000 
bales and in 1925, 759,000 bales. It now seems 
probable that the acreage planted to cotton in 
these counties this year will be between 25 
and 35 per cent of last year’s acreage, and that 
taking account of the unfavorable conditions 
the yield will be between 15 and 25 per cent 
of that obtained last year. This calculation 
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would indicate a loss of something like 300,- 
000 bales of cotton in Mississippi, which is a 
very large proportion of the long staple cotton 
grown in this country. 

In Louisiana 12 counties in the cotton pro- 
ducing territory were flooded in whole or in 
part, of which two were uncovered by June 1 
and have not been reflooded. The rest of the 
flooded area remains largely under water. It 
is probable that the production of cotton in 
these counties will be less than last year by 
200,000 to 250,000 bales. 

In these counties of Mississippi and 
Louisiana in which cotton is virtually the only 
money crop the volume of business for the 
next year will depend chiefly upon the amount 
of credit that will be available and upon the 
expenditures for rehabilitation by the rail- 
roads, highway authorities and individual 
property-owners. Wholesalers generally are 
planning to carry the retail merchants, supply- 
ing them with limited stocks in hand to mouth 
fashion. The general expectation is that vol- 
ume of business in the flooded territory this 
year and until next year’s crop is ready for 
market will be from 60 to 75 per cent of the 
normal turnover. 

We are indebted to the Illinois Central Rail- 
road Company for a comprehensive account 
of flood damages and crop conditions along 
its lines. Approximately 500 miles of its lines 
were out of service on account of the flood, 
but fortunately its main line between Chicago 
and New Orleans was able to operate with- 
out interruption. Through service between 
Vicksburg and Shreveport was resumed on 
June 15, but as late as June 23, 130 miles in 
Mississippi were out of service. The Com- 
pany estimates that the total cost of protect- 
ing its lines from overflow and restoring dam- 
aged tracks to their former condition will be 
somewhere in the neighborhood of $2,000,000. 

All of the railroads in flooded territory have 
damages to repair, and of course the out-of- 
pocket expenditures are not the only losses. 
The losses sustained by the communities 
which they serve, and which will reduce the 
inward and outward movement of traffic, will 
be reflected in their earnings until these com- 
munities recover their normal producing and 
purchasing power. 

The Commercial and Financial Chronicle’s 
canvass of the cotton-growing territory has re- 
sulted in an estimate that the planted acreage is 
this season approximately 10 per cent less than 
last year, and other estimates point to the same 
conclusion. This includes the enforced reduc- 
tion caused by the floods and indicates that the 
acreage remains the largest ever planted to 
cotton except in the years 1925 and 1926. In 
view of the known effects of surplus produc- 
tion upon price it is probable that the acre- 





age reduction is not to the disadvantage of the 
cotton-growers as a whole, although in so 
far as caused by the floods it has been disas- 
trous to the regions affected. 


Money and Banking 





In the field of money and banking the 
feature has been the continuance of the un- 
seasonable firmness first noted in May. This 
firmness has been in evidence notwithstanding 
some superficial easing in call money rates 
during the past month due to causes originat- 
ing in the heavy Government transactions on 
June 15. Time money rates have been lifted 
slightly to 414-45@ per cent as compared with 
43¢-414 per cent previously, bankers accept- 
ances were advanced by % on June 21 by most 
dealers to 3% per cent bid and 334 per cent 
offered for 90-day bills, while prime commercial 
paper has been quoted a shade higher on the 
average around 4% per cent for best names. 
It is significant that all of these rates are 
higher than on corresponding dates a year ago, 
whereas several months ago a similar compari- 
son would have shown declines. 


Factors Influencing Call Money 


In the call money market the trend of rates 
has been partly obscured by the heavy Gov- 
ernment operations already referred to, win- 
dow dressing on the part of many banks and 
corporations for mid-year statements, and the 
usual preparations for the disbursements fall- 
ing due July 1 and currency needs over the 
July 4 holiday. During the early part of the 
month heavy purchases by the Federal reserve 
banks of Government securities in the open 
market, presumably to replace securities in 
their own portfolios and in those of their for- 
eign correspondents which were maturing June 
15, resulted in a tendency after June 7 for the 
call money rate to drop in the afternoons of 
several days running from 4% per cent to 4 
per cent, with some unofficial transactions re- 
ported outside of the Stock Exchange at even 
lower levels. 

On the 15th came the usual heavy disburse- 
ments of Government funds in payment of 
maturing securities and interest on the public 
debt, which not being offset immediately by 
other receipts, including the income tax checks 
which are always somewhat delayed in the 
process of clearance and collection, prolonged 
the period of ease until the latter part of the 
month. By that time the collection of the tax 
checks had been largely completed and this 
and the other month-end influences already 
described resulted in a sharp run-up in call 
money rates to 5 per cent. 

Considering the huge sum involved in the 
turnover on the 15th, the striking thing is that 
so little disturbance was created in the mar- 
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ket. All told the total movement foots up to 
nearly $1,500,000,000, exclusive of exchanges 
of Liberty second 41%4’s for the new issue of 
33% per cent Treasury bonds which up to June 
15 had amounted to $170,000,000, and were 
proceeding at the rate of about $12,000,000 
a day. Some idea of the magnitude of the 
transactions involved may be gained from the 
following table showing the principal move- 
ments of the period: 


Redemption of Treasury 3% per cent 


certificates $378,000,000 














Interest on public debt 70,000,000 
Allotments of new 3% per cent Treasury 

bonds 249,598,000 
Foreign debt payments (13 nations).......... 88,998,931 
Income tax collections 500,000,000 
Corporation dividend and interest pay- 

ments 150,000,000 





Total $1,436,596,931 





The Continued Expansion of Bank Credit 


With regard to the trend of longer time 
rates, reasons for the firm tone are not hard 
to find. From the middle of February the 
figures of the weekly reporting member banks, 
which give a fair cross section of the country’s 
banking situation, show an increase of nearly 
a billion dollars in total loans and investments. 
Part of this increase ($89,000,000) reflects a 
normal expansion in commercial requirements, 
but by far the greatest part, $865,000,000, or 
91 per cent to be exact, is due to expansion in 
loans secured by stocks and bonds or in hold- 
ings of securities which these banks have pur- 
chased outright for their own account. At the 
present time the totals of both of these items 
stand at the highest points on record, $437,- 
000,000 and $406,000,000 respectively, above 
the totals on the corresponding dates of a year 
ago. It is not surprising that so large an ex- 
pansion of credit should be making itself felt 
on money rates. 


The Effect of Gold Movements 


So long as gold was continuing to flow to 
our shores and our fund of credit was being 
constantly replenished in this way, the ex- 
pansion in bank credit could go on without 
taxing the market’s resources. Recently, how- 
ever, the gold movement has been against us 
by a substantial amount. On May 12 the Fed- 
eral reserve banks reported the earmarking of 
a large sum of gold for a foreign correspond- 
ent, generally understood to be the Bank of 
France. This sum, though unannounced of- 
ficially, was indicated in Treasury figures to 
be approximately $90,000,000. Later, during 
the week of June 22, a decrease from $62,233,- 
000 to $40,333,000 shown in the Federal reserve 
statement in the item “gold held abroad” in- 
dicated the further disposal of approximately 
$22,000,000 additional gold, presumably also 
to the Bank of France. Both of these move- 





ments, involving in all about $112,000,000, 
though conducted in such a way as to avoid 
disturbance in the money market here, are 
equivalent to gold exports and indicate that 
the tide of the gold movement has recently 
been against us. 


Seasonal Trend in Money Now Upward 


While recognizing the sharp run-up in call 
money towards the close of June as temporary, 
it is none the less true that the seasonal ten- 
dency in money is henceforward in the direc- 
tion of gradually firming rates, leading up to 
crop moving and preparations for fall trade. 
With ample supplies of credit on tap at the 
Federal reserve banks there seems no reason 
to anticipate inconvenience to commercial in- 
terests, though the market for speculative. 
funds may be firmer, the rate always reflecting 
conditions of supply and demand. 


The Bond Market 


Although records for the month are not yet 
complete, it appears that the total volume of 
new financing during June will hold up well 
to the records set during previous months. 
So far this year May holds the record with 
about $820,000,000 in new bond emissions, also 
a record for all time. For the first six months 
of this year the volume of new offerings will 
probably be above $4,250,000,000 or about 
$1,000,000,000 more than appeared during the 
first six months of 1926. In view of these heavy 
emissions at gradually decreasing yield it is 
not surprising that the market has reached a 
state of temporary indigestion and that bond 
prices have been unfavorably affected. With 
the turn of the first half year there are obvi- 
ously many syndicates in issues for which the 
public has little appetite at the prices offered. 
This fact is quite generally known to the 
investing public who are evidencing a desire 
to withhold further commitments until such 
syndicates are dissolved and the issues are al- 
lowed to find their natural price level. The 
month of June marked the dissolution of a 
number of such syndicates and it is expected 
that the coming month will see the situation 
further materially cleared. The opinion pre- 
vails that the flow of new securities has about 
reached its peak, and with a decreasing supply 
of new securities, the establishment of a 
natural price level in those already issued, and 
a substantially constant investment demand, a 
reduction in the volume of bonds in dealers’ 
hands after the mid-year would seem to be 
assured. 

The Dow Jones average for 40 listed domes- 
tic corporate issues (10 high grade rails, 10 
second grade rails, 10 industrials and 10 pub- 
lic utilities) on June 25th was 96.86 as 
compared with 97.42 on May 25th and with 
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95.22 on June 25th a year ago. Although the 
average has declined .92 from the high 
point of the year, it is still 1.64 above the 
level of a year ago. 


United States Government Bonds 


Responses to the Treasury offer of an ex- 
change for Second Liberty bonds have not 
been as large as originally anticipated, but it 
is expected that with the extension of time for 
conversion from June 15th to June 30th a fair 
volume will have been tendered before the 
offer expires. Because of firmer tendencies in 
money rates and the uncertainty surrounding 
these Treasury operations the market for long 
term Government securities generally was soft. 


Since 1919, when the Federal debt reached 
the maximum, it has been reduced about $8,- 
000,000,000,or more than 30%. In the last 
four years Secretary Mellon’s debt paying 
policy has resulted in a reduction of about 
$3,500,000,000. This process is continuous and 
while individual Treasury operations may have 
a temporarily unfavorable effect, the long time 
effect of gradual shrinkage in volume without 
a corresponding reduction in demand must be 
to enhance in value those securities left out- 
standing. Funds thus released will automatic- 
ally find their way to municipals, rails, public 
utilities and other fields and thus Government 
debt reduction should finally make itself felt 
favorably throughout the entire investment 
list. 

Municipals 


Municipal bond prices moved downward 
slightly during the month in sympathy with 
the general bond market but now appear to 
have reached a level where individual and in- 
stitutional investors are again becoming active 
buyers. The recent decline amounted to about 
.15% in yield basis and came as a result of the 
slowing up in demand in the face of heavy 
dealer commitments. At present levels mun- 
icipals are well in line with the rest of the in- 
vestment market. Heavy corporation dividend 
and interest disbursements, maturities and re- 
demptions promise to be an important mid- 
year factor in reducing the volume of dealer 
holdings and reestablishing the market on a 
firmer basis. 


The Capital Market 


Mr. Charles E. Mitchell, President of this 
Bank, delivered an address before the annual 
convention of the National Electric Light As- 
sociation at Atlantic City on the 9th ult., under 
the title “The Capital Market,” in which he 
referred to the criticism which has been direct- 
ed at investment bankers for offering foreign 
loans to the American public, with recognition 
of the pertinent objections, and discussed at 





some length the problems which are presented 
by our accumulating supplies of capital and 
our new position as a creditor nation. In re- 
gard to the foreign investments he said: 


It is true that the volume of foreign financing 
has been heavy. Foreign issues have come into our 
markets at the rate of about a billion dollars a year 
in recent years, the list of issues traded in on our 
exchanges, instead of being measurable on the fingers 
of two hands as before the war now runs into 
hundreds. Moreover, the movement is continuing. 
In the first quarter of this year the volume of these 
issues reached over 360 millions, substantially more 
than the first quarter of last year and the second 
quarter is keeping pace with the first. But why? 
Because the bankers are guiding the capital flow 
abroad? No! Because excess capital seeks invest- 
ment where an opening occurs as inevitably as the 
Mississippi River when swollen beyond the carrying 
capacity of its natural boundaries seeks and is over- 
poweringly insistent upon an outlet, breaking the 
levees where it may. 

Let us examine for a moment the meaning of 
this great foreign investment, for it is a new ex- 
perience and over it many are beginning to feel some 
concern. High authorities complain that the emigra- 
tion of capital is unpatriotic, and question as to how 
as time goes on the interest and capital retirement of 
these rapidly mounting debts can be transferred from 
another currency to dollar currency for remission, 
even though accumulated for that purpose in good 
faith in the debtor country. Still others caution 
against the excessive competition of American 
bankers for loans abroad that tends both to extrava- 
gance of borrowers and a lowering of investment 
standards in our own country. And again others tell 
us that loans abroad that are not strictly for produc- 
tive purposes are as unjustified from the standpoint 
of the American lender as they are dangerous to the 
foreign borrowers. ' 


He first called attention to the fact that the 
proceeds of these loans have been of funda- 
mental importance to this country in support- 
ing our export business through critical times. 
Upon this point he said: 


We must remember that by and large the money 
that has been borrowed here has not been taken out 
of the country. It has been spent here in the pur- 
chase of the products of our flelds, our mines and our 
factories. So heavy indeed has been the balance of 
payments this way that not only have foreign mer- 
chants been forced to expend all the proceeds of 
foreign loans here, but above and beyond that, they 
have had to ship large quantities of gold to discharge 
their obligations. Had we not loaned abroad, our 
foreign customers would have been face to face with 
the alternative of curtailing their purchases from us 
or of shipping us more gold, the one course meaning 
the loss of the foreign markets to American produc- 
tion, the other threatening us with a most dangerous 
inflation. Foreign lending therefor has served and 
is serving a patriotic purpose as well as assisting our 
good customers abroad to bridge the gap of the re- 
construction period. 


Touching upon the minor criticisms, he 
agreed that excessive competition among 
American bankers for foreign loans had un- 
desirable results, but put this up to the 
investor: 


If he shows a disposition to buy indiscriminately, 
then there will be bankers in number, who, to obtain 
his trade, will likewise buy indiscriminately and 
compete with one another to so buy even though it 
means the relinquishment of essential standards of 
soundness, the value of which they should well know. 
If with care in the selection of those upon whom 
he relies for investment information and advice, the 
investor uses his best judgment in measuring foreign 
credits, then the dangers in excessive competition of 
bankers in the purchase of foreign loans will natural- 
ly disappear. 
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With regard to the suggestion that our foreign 
loans should be restricted to those for productive pur- 
chases only, all will agree in principle. In practice 
however, it is almost meaningless in the case of gov- 
ernment borrowing. Every government, whether na- 
tional, state or municipal (ours included), is con- 
stantly making non-productive expenditures and po- 
litical expediency demands it. The direct uses of the 
money we lend may be controlled but the indirect 
eannot be. We may lend for instance to construct a 
railroad but the effect may be to release a like amount 
of funds for the building of a battleship. 


As to the more fundamental objection that 
a creditor position upon investment account 
is inconsistent with the maintenance of a fav- 
orable trade balance, he frankly admitted that 
in the long run this would have to be accepted 
as true. He said upon this point: 


It is true that serious questions arise as to how 
these debit balances created by our loans will be ulti- 
mately adjusted and especially so as the situation is 
complicated by tariffs and by the need of huge and 
unnatural transfers of funds incident to reparations 
and international war debt payments. The problem 
is an unavoidable consequence of the change in our 
national and international status caused by the war 
and in time it must be faced boldly even though it 
necessitates some revision of our ideas with respect 
to trade balances, tariffs and international finance. 
We are now a. creditor nation and in the long run 
balances of creditors have to be settled in goods and 
services. A portion of what is due may be refunded 
by new loans or reinvested directly or indirectly in 
foreign productive enterprise and possibly in equity 
ownership position but that only postpones the day 
of reckoning. Inevitably the American people will 
have to accustom themselves to an import balance of 
trade—a condition where we will import more of 
foreign goods and services than we export of our own. 


Returning to the main question presented 
by our accumulating supplies of capital, he re- 
peated his earlier denial that bankers were re- 
sponsible for the flow to other parts of the 
world: 


Due principally to the great flow of gold imports, 
investment funds have been accumulating in this 
country more rapidly than domestic industry would 
absorb them. So long as this condition exists they 
will flow where capital is scarce and where it will 
earn a satisfactory return. They will not be idle. 
They go abroad regardless of the banker, who could 
not possibly keep them at home, so long as the 
domestic supply of investments is out of balance with 
the supply of funds. 

The fault then, if there be such, is not with the 
banker but rather with America’s business and po- 
litical leaders, who under existing circumstances 
should be thinking constructively and in bigger terms 
than ever before in our history as to how this Amer- 
ican capital can be induced to stay at home by oppor- 
tunity to earn and at the same time to serve. 


He referred to the great part which the pub- 
lic utility companies have been playing in 
finding home employment for capital: 


From 1919 to 1926, inclusive, out of more than 
28 billions of dollars of new corporate financing of 
all types, the public utility issues aggregated nearly 
nine billions or about 32 per cent. In 1919 the per- 
centage was 17 per cent., in 1926 it was 37 per cent. 
and in the first quarter of this year it rose to the 
unprecedented figure of 46 per cent, Certainly no 
charge that this industry is a laggard can be justified. 


He recognized that in manufacturing lines 
the building of plants in war time had pro- 
vided considerable capacity in advance of im- 
mediate needs, but added: 


No one who has watched the ideas and methods 
of the past give way to still newer ideas and methods, 
will have the temerity to say that we have exhausted 
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the openings for the use of capital which lie in this 
direction. The possibilities for further investment 
in labor saving plant and equipment are still un- 
limited and if pursued we may be assured that the 
resulting higher standard of living for the American 
people will maintain consumption at the level with 
the increased production. 


He came then to his main theme, the need 
for expenditures upon the railroads, upon 
which he said, in part: 


It is in the railroad field however, that it seems to 
me lie at the moment the greatest opportunities for 
the use of American excess investment funds. To be 
sure, the United States has never possessed better and 
more efficient transportation than it has today. Since 
the properties were handed back from Federal con- 
trol seven years ago, the managements, showing cour- 
age and determination, have made a record of amaz- 
ing accomplishment. During the past five years the 
Roads have spent an average of about three-quarters 
of a billion dollars per annum for capital improve- 
ments and the efficiency and reliability of railroad 
service today is the result of the intelligent applica- 
tion of that money. It was raised in part by the sale 
of securities and largely by the application of earn- 
ings and depreciation reserves. 

But granted that the Roads are giving efficient 
service to the commerce of today, the question seems 
opportune as to whether their plans provide ade- 
quately for the demands that, with the inevitable 
growth of the country, will be upon them five or ten 
years hence. We should and must have the most 
modern, efficient and flexible transportation plant in 
the world and it is not in sight. Yet never in our 
history has there been a more favorable period for 
rapid progress toward that goal. By and large, rail- 
road credit is excellent, railroad securities are popular 
and in increasing demand,—the capital supply is 
abundant. 

The Roads should take advantage of this conjunc- 
tion. Let us see what they have done. In the last 
five-year period, while the public utilities sold over 
seven billions of securities with nearly 30 per cent. 
in stock, and the industrials close to ten billions with 
26 per cent. in stock, the railroads issued only three 
billions of securities of which only five and a half per 
cent. was stock. What is more, their record on the 
issuance of securities for the upbuilding of their sys- 
tem is getting worse instead of better. In the four 
years ending in 1924 the Roads received on the aver- 
age $20 out of every $100 raised for capital investment 
by all domestic industry from the sale of securities to 
the public. In 1925 they took only $10.50 out of every 
$100, and in 1926 only $7.50. For many years ana- 
lysts have deplored the growing preponderance of 
funded debt to equity capital in our railroad struc- 
tures yet with an abundance of Roads in position to 
issue common stocks and with conditions increasingly 
favorable for stock financing how many in the last 
five years have availed themselves of this condition? 
Only three! 


He referred to the attitude of the Interstate 
Commerce Commission as restrictive upon the 
freedom and enterprise of railroad manage- 
ments, saying: 


Now I think you will agree that the time to 
obtain investment funds is when there is an excess 
of such funds. The greatest railroad man America 
has produced followed the principle of obtaining 
money for properties under his control when money 
was readily obtainable and sometimes long before he 
had determined precisely when and how it was to be 
spent. This, regretably, seems for the moment impos-. 
sible, since the Interstate Commerce Commission in- 
sists that before it will approve an issue of securities 
the carrier must show in fullest detail exactly how 
the money is to be used. The roads should be per- 
mitted to obtain their equity capital when conditions 
are propitious, and a restrictive course is a mistake 
in policy. 

Just as the larger unit in industry and in the public 
utility field is an increasingly important element in 
American progress, just so I believe we should look 
to the development of larger and more comprehensive 
railroad systems to serve our growing commerce, The 
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Interstate Commerce Commission is not helpful in 
this development. It recently went so far as to de- 
clare that a single unit should not acquire another 
except as it first advertised its intention of so doing, 
a pronouncement behind which I do not believe it has 
the backing of the business or public opinion of the 
country. May we not hope that this governmental 
body will show a cooperative and far more construc- 
tive attitude in suggesting and fostering railroad con- 
solidation having due regard for the geographical and 
economic necessities, and in permitting the railroads 
to finance by the issue of equity capital for this devel- 
opment as well as for their other requirements as the 
capital market presents opportunities. 


After referring to the need for providing the 
roads with equipment of modern design and 
efficiency, including the automatic signal, he 
said: 

Again there is the freight terminal situation. In 
the New York district, where I have a more intimate 
knowledge, the conditions are deplorable. With as 
many as 500 cars of perishable food arriving a day in 
certain seasons, I understand that at times as many 
as 150 a day are unable to reach the consumers mar- 
ket. The Port of New York Authority are planning 
for some inland freight stations in Manhattan Island 
to cost $65,000,000 from which a saving is estimated 
to shippers and receivers of $12,000,000 annually and 
to the railroads of $4,000,000 annually. The indict- 
ment of present facilities is obvious. 


Finally, the public which naturally inclines 
to the view that American capital should be 
invested at home, must recognize that in or- 
der that our railroads may employ it they 
must be able to earn and pay a return for its 
use which investors are willing to accept: 


Take the Long Island Railroad for instance. That 
property represents an investment of $115,000,000. 
It needs in the next five years over $63,000,000 for 
equipment, betterments and improvements, or half as 
much as it has spent in the last 45 years, if it is to 
give proper service to its rapidly growing passenger 
traffic, but to pay returns on this investment it must 
have higher fares. Such an appeal deserves sym- 
pathetic public consideration instead of unreasoning 
opposition. 


In conclusion: 


The capital market holds a warm welcome for the 
sound securities that come from our public utilities, 
our manufacturers, and our railroads. “America 
first” is the slogan that the prevailing values tell. 
The surplus investment funds pass on into foreign 
issues only when there is an absence of home issues. 
The capital market and in fact the continuation of 
American prosperity at its present level, is calling for 
the use of imagination on the part of America’s busi- 
ness leaders, for skill and science to find new channels 
tor profitable investment, for a quickening of thought 
and action in taking advantage of our present liquid 
wealth to build for the future, to the end that there 
may be a new perfection in our machinery of pro- 
duction and distribution. 


European Affairs 





The economic situation is improving moder- 


ately. The general state of employment is 
better than a year ago or at any time since 
1920, although this is not true throughout all 
Europe or in all industries. With the resump- 
tion of coal mining in Great Britain that in- 
dustry is generally overdone. It is suffering 
from over-expansion, with new fields in sev- 
eral European countries, from economies in 
the use of coal and from rival means of 
generating power. France in the past has 


‘tried without success. 


afforded an important market for British coal, 
but the rehabilitation of the French mines 
since the war has enlarged their capacity, and 
the French Government is now proposing to 
admit foreign coal into the country only by a 
license system, which may seriously affect 
British sales. German coal exporters are inter- 
ested also, but since their supplies are furn- 
ished for the most part on reparations account 
they probably will be given preference. The 
coal settlement in Great Britain is yielding 
disappointing results, because of the inability 
of the mines to operate full time. 


The textile industries on the continent are 
generally busy, except in France and Italy, 
where they have been unfavorably af- 
fected by the rise in value of the currencies. 
Last year these had an advantage over 
the competing industries of Germany, Czecho- 
slovakia and Poland, while now the latter 
have the advantage. The cotton goods 
industry of Great Britain was stimulated by 
the decline of cotton last Fall, but efforts to 
advance goods prices to correspond with the 
recent advance of the raw materials has caused 
orders to fall off and production to be cur- 
tailed. An attempt is being made in Lan- 
cashire by the Cotton Yarn Association, 
Limited, which has in its membership about 
75 per cent of the spinning capacity, to fix a 
minimum price for yarn, something often 
This time it is being 
tried by a stronger organization, but the out- 
come as yet is in doubt. The cotton goods in- 
dustry is established in many countries, in all 
of which, excepting the United States .and 
some of the British dominions, wages are on 
a much lower scale than in Great Britain, and 
this competition is stronger than ever before. 
In the finer makes of goods the British indus- 
try holds its own, but in the coarser makes 
has lost volume, a change to which probably 
it will have to adjust itself. 

On the whole, British industry appears to 
have made a good recovery from the depres- 
sion caused by the great strike of last year. 
The London Economist in a review at the end 
of May stated that “about 500,000 insured 
workers have been reabsorbed by industry 
since the end of the coal stoppage, exclusive 
of the miners returned to work and the normal 
growth of the industrial population, which in 
the last insurance year added about 150,000 
names to the Minister of Labor’s registers.” 

Building operations, assisted by a State sub- 
sidy, have been on a very large scale over the 
last three years, and doubtless have afforded 
substantial support to the industries. The 
total number of houses constructed from 1920 
to 1926 inclusive was 866,142, of which 217,620 
were erected in the last year. Of the total 
number, 545,287 were state-aided and 320,855 
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were not. The authorities expect that in an- 
other year at the latest the arrears of construc- 
tion will have been made up and that state 
aid to construction and state regulation of 
rents may cease. 

Professor A. L. Bowley and Sir Josiah 
Stamp, both statisticians and economists of 
high authority, have collaborated in a calcula- 
tion comparing the national income of Great 
jritain in the years 1911 and 1924. They 
reach the conclusion that “the real home- 
produced income per head (when duplication 
is eliminated) was very nearly the same in 1911 
and 1924.” Their estimate of the national 
savings in 1924 is £475,000,000, or approxi- 
mately $2,373,000,000. 





French Finance 

The operations of the Bank of France in 
gold and foreign exchange have been the chief 
subject of interest in the world money markets 
for now several months. Primarily these 
operations have not been upon the Bank’s 
initiative, but in response to conditions with 
which it has been obliged to deal. During the 
period of alarm over the finances of France 
which preceded the formation of the present 
ministry nearly a year ago, capital was trans- 
ferred out of France in important sums, the 
declining value of the franc in the exchanges 
being a sign of the movement. Under the ad- 
ministration of M. Poincare as Premier and 
Minister of Finance confidence has been re- 
stored and the movement of capital has been 
reversed. Not only have the French people 
brought home capital which they had been 
holding abroad, but foreigners have been send- 
ing capital into France, attracted by high rates 
of interest and the low prices of French secu- 
rities. This inward movement of capital, ac- 
complished by converting foreign currencies 
into the franc currency, naturally caused a 
rise in the value of the franc, and by Decem- 
ber last it had recovered all of the decline suf- 
fered in 1926. 

The inward movement was continuing, and 
at this point the authorities had to decide 
whether they would allow the rise to continue 
under the free play of demand and supply in 
the exchange market, regardless of the effects 
upon prices and business, or attempt stabiliza- 
tion. The decline and recovery in 1926 had 
been so rapid that wages and prices within the 
country had not felt the full effects of the fluc- 
tuations, but there was evident danger that a 
further rise would disturb prices generally, 
with serious effects upon industry and trade. 


Revalorization or Stabilization 

A division of opinion existed and apparently 
still exists as to how far the Government 
should attempt to go in raising the currency 
of the country toward its pre-war gold value. 
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Apparently there is a strong sentiment 
against definitely accepting any degree of 
depreciation as permanent. Baron Edouard 
D. Rothschild, a Regent of the Bank of 
France and Chairman of the Nord railway, 
at the annual meeting of the latter com- 
pany expressed himself as believing that 
revalorization should go farther. The wide 
distribution of the Government debt among all 
classes is favorable to this view, although ex- 
pert opinion generally holds that restoration 
to the former gold value is impracticable and 
that definite stabilization is desirable. The 
present Government has not seen its way 
clear as yet to take a final position on this 
question, but last December decided that the 
advance had gone far enough for the im- 
mediate time, and that a period of stable ex- 
changes was advisable to enable both the Gov- 
ernment and the business community to take 
account of where they stood. Announcement 
was made that the exchanges would be tem- 
porarily stabilized at the rates then prevailing, 
to-wit: about 124 francs to the pound sterling 
or a little more than 25 to the dollar. 

This policy has been maintained, and as 
confidence in the position of the Government 
has grown stronger the policy has been inter- 
preted as meaning that permanent stabiliza- 
tion will be eventually effected either at the 
present valuation of the franc or a higher one. 
It is believed that this conclusion has tended 
to encourage operations looking to a rise, in- 
asmuch as there would be little or no risk in 
holding franc credits or securities, and a 
chance of gain by a further advance of the 
exchange rate. 


Foreign Position of the Bank of France 


Under the policy of stabilization the Bank 
of France undertook to buy or sell foreign 
currencies in exchange for francs, at rates 
fixed within the ordinary limits of the gold 
exchanges, and the balance of purchases has 
been such that the Bank has accumulated very 
large holdings in foreign financial centers, in 
the form of bank deposits, interest-bearing 
paper and earmarked gold. As to the extent 
of these holdings we quote from the Monthly 
Letter of the Société Générale, one of the lead- 
ing banks of Paris, which in commenting 
upon the weekly statement of the Bank of 
France, says: 

To maintain the Franc at the value of Frs. 25,50 
to the dollar the Bank of France is bound to absorb 
foreign exchange on the market...... The foreign 
currency holdings are shown, at their cost price, 
under the heading “Divers” in the Assets; this head- 
ing has shown a growth from Frs. 4.802 millions on 
16th December, 1926, to Frs. 20.483 millions on 9th 
June, 1927. 

Since the foregoing was printed the state- 
ment of the Bank of France for June 16 is at 
hand showing holdings under the heading 
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named of 21,299,916,222 francs, an increase 
from June 9 of 816,439,315 francs. We are 
advised on good authority that while the head- 
ing “Divers” include certain variable holdings 
other than foreign currencies, these are com- 
paratively small, and that it is safe to assume 
that a sum somewhat in excess of the increase 
since last December represents foreign cur- 
rencies. On this basis, reckoning the franc at 
25.5 to the dollar, these holdings would amount 
at the minimum to $600,000,000 on June 9, and 
were accruing at the rate of about $30,000,000 
per week. And that is after the payment of 
— of $165,000,000 to the Bank of Eng- 
and. 


The situation is anomalous; no banking 
institution ever before held such a command- 
ing position in foreign money markets. Obvi- 
ously if the Bank should conclude to make large 
transfers of gold to Paris the effects might be 
serious, and while it is quite certain that the 
French authorities would not want to disturb 
the international equilibrium, the situation has 
excited much interest and some anxiety, par- 
ticularly in London, the market most imme- 
diately involved. French dealings in foreign 
exchange are mainly conducted through Lon- 
don, and that market works upon a relatively 
small gold reserve, considering the variety and 
volume of its transactions. Moreover, Lon- 
don’s position in the past year has been one 
of uncommon difficulty, and the market has 
been sensitive to the loss of reserves. 


The French Bank’s extraordinary position 
abroad was first generally appreciated in 
April, when it paid off a loan of approximately 
$160,000,000 at the Bank of England, although 
it had several years to run. This payment re- 
leased approximately $90,000,000 of gold 
which had been given in pledge, and the Bank 
of France immediately began shipping it to 
New York. The removal from London caused 
no disturbance, for the reason that the gold 
had not been counted in the Bank of Eng- 
land’s reserves, but the New York reserves 
were increased. The Federal Reserve authori- 
ties did not welcome additions to their stock, 
of a possibly temporary character, and inter- 
rupted the movement by purchasing the re- 
mainder, nearly $60,000,000, and retaining it in 
London, earmarked, or in other words as a 
special deposit, not included in the Bank of 
England’s reserve or their own reserves. 


The purchase was made with New York 
funds, the Reserve banks selling United States 
short term obligations or possibly giving them 
in direct exchange. Shortly afterward came 
the announcement that the Bank of France 
had made a large purchase of gold from the 
Reserve system, to be earmarked and held 
here. No official statement of the amount has 
been made, but an analysis of official reports 


indicates that the sum so transferred was ap- 
proximately $90,000,000. Thus by the two 
transactions the Bank of France acquired 
about $150,000,000 in gold and ready funds in 
the United States, in addition to large previous 
accumulations. 


Speculation in French Exchange 


In so far as the flow of funds into France has 
represented French capital recalled, of course 
it has been welcomed and so also of the nor- 
mal inflow of foreign capital for more or 
less permanent employment. The movement 
has strengthened the position of the Bank and 
the Treasury and relieved the stringency 
which existed in the French money market. 
A year ago a committee of experts advising 
the Government upon monetary policy ex- 
pressed the opinion that it was highly desir- 
able to stabilize the currency, but counselled 
against attempting it without a foreign loan. 
Now the Bank is in possession of foreign 
credits far in excess of any then contemplated. 
In fact, the movement has gone so far that 
at the moment there is an embarrassment 
of riches. The flood of funds has increased 
bank deposits to an extent that threatens infla- 
tion, with the danger of a later withdrawal of 
foreign funds, which might be disturbing. 
Moreover, evidence has appeared of speculative 
activities in foreign centers, prompted by the 
expectation above referred to, i. e., that the 
value of the French currency will be officially 
advanced, and that in addition to the normal 
recovery of French securities there may be a 
gain on account of a higher value for the 
monetary unit. 

The French authorities have desired that 
exchange should follow its natural course, and 
speculative operations which tended to ob- 
scure the situation and which seemingly were 
intended to anticipate or give the lead to 
official action, have been in disfavor. Some 
weeks ago the Bank ceased to name rates at 
which it would sell foreign currencies, although 
continuing to name the buying rate. This has 
withdrawn the protection against loss formerly 
afforded the foreign speculator, and probably 
was designed to discourage his operations. 
The action of the Bank in withdrawing gold 
from the Bank of England’s reserves was un- 
derstood to be intended to make money tight in 
that market, and thereby hamper such opera- 
tions. 

Briefly, the situation has been that the Bank 
of France had large sums in the London mar- 
ket, the use of which by speculators was con- 
tributing to its own embarrassment. The 
natural remedy seemed to be to reduce them, 
but unfortunately this action not only affected 
the speculation at which it was aimed but the 
entire credit situation. 
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Central Bank Conference 


We would repeat for the purpose of em- 
phasis that this entire situation has developed 
without design or effort on the part of the 
Bank of France, beyond its undertaking to 
stabilize the value of the French currency. It 
has transferred no gold from foreign centers 
to Paris, and such actions as it has taken in 
moving gold from one foreign market to an- 
other or in “earmarking” gold in order to 
withdraw it from use, have all been taken for 
the purpose of checking the exchange of for- 
eign currencies for francs not for the purpose 
of facilitating it. In brief there has been no 
reason for uneasiness about the purposes of the 
management of the Bank of France, but it has 
had a perplexing situation to deal with. 

Moreover, the Bank of France has no reason 
for desiring to transfer gold to Paris, inasmuch 
as its home reserves already are very large, 
and any considerable demand upon it for gold 
is likely to be on account of a reversal of the 
present movement of capital into France. This 
would mean a demand for the conversion of 
francs into pounds sterling, dollars, guilders, 
marks, etc., and its foreign holdings would 
meet that demand completely. 

A conference between the Bank of England 
and Bank of France is said to have resulted 
in an understanding that withdrawals from its 
reserves would not be made without notice, 
and it is believed that no further withdrawals 
have taken place. Announcement followed 
that officials of the German Reichsbank, the 
Bank of France, the Bank of England and the 
Federal Reserve system would meet in con- 
ference in New York this month and they have 
arrived. Undoubtedly there is a desire on the 
part of the managements of all these institu- 
tions to work together harmoniously for the 
maintenance of stable conditions, and there is 
good reason to expect that this meeting will 
tend to promote helpful cooperation in the 
future. 

The Situation in Germany 


In the second half of 1926 industrial condi- 
tions in Germany made pronounced recovery 
from the depression which had set in about 
the middle of 1925. The stimulus given to the 
German coal industry by the British coal 
strike was a factor, but the increasing sup- 
plies of new capital from foreign loans and 
German savings were more important, for 
they stimulated enterprise, diminished unem- 
ployment and improved the condition of the 
industries. Apparently the so-called “ration- 
alization” of industry, by which is meant 
reorganization and consolidation upon a more 
economical basis, has accomplished substan- 
tial results. It is certain that German busi- 
ness passed through a drastic experience in 
1925-6, from which it emerged in a higher 


state of efficiency. By January, 1927, industry 
was in practically full swing, and down to this 
time the signs are that the year 1927 wiil 
make a very satisfactory record. 

The output of the iron and steel industry 
in April, 1926 and 1927 compare as shown by 
the following figures, in metric tons: 

1926 1927 
668,211 1,051,872 
867,968 1,288,400 
762,868 1,009,143 

The textile industries are very active, par- 
ticularly the cotton goods division, in which 
mills are said to have orders that will occupy 
them well through the year. The electrical 
industry is busy and the building and build- 
ing material industries are well employed. Al- 
together, the industries of Germany probably 
are working at a higher rate of productivity 
than ever before, although coal production has 
slackened with the resumption of operations 
in Great Britain, and there is some unemploy- 
ment in other lines. The percentage of the 
German population available for employment 
is larger than before the war, by reason of 
the reduction of the standing army and the 
fact that so many people having lost their 
savings are obliged to earn money by their 
personal efforts. Moreover, the policy of ra- 
tionalization has displaced many workers in 
the past two years, creating a surplus which 
has not been fully absorbed. The list of un- 
employed receiving public aid has been re- 
duced by approximately 1,000,000 persons 
since January Ist last. 


The Money and Stock Markets 


The new supplies of liquid capital and the 
improvement in corporation earnings led to 
an activity in the stock market similar to that 
witnessed in the United States since 1924. The 
proceeds of foreign loans, as converted in Ger- 
man currency and bank deposits, had a prompt 
effect in easing the short time money market, 
and with the enlargement of banking accom- 
modations the stocks of well known corpora- 
tions which had been unduly depressed quickly 
began to recover. As business improved and 
confidence increased, the buying movement 
grew stronger, until a very active speculative 
market developed, foreign capital participating 
to a considerable extent. 

By the latter part of last year the movement 
had gone so far as to be viewed with disfavor 
by Dr. Schacht, head of the Reichsbank, and 
other conservative financiers, and they de- 
vised ways of checking the flotation of German 
loans abroad, so that in the first quarter of 
1927 these dwindled to’ small proportions. 
With this inflow shut off, and with the demand 
for credit increasing for both commercial and 
speculative purposes, money became tight in 
Germany. Furthermore, with the industrial 
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revival under way, imports increased both in 
the form of raw materials for the industries 
and goods for consumption, and the foreign 
trade balance, which had been in Germany’s 
favor in the first nine months of 1926, turned 
adverse. This created demands upon the 
Reichsbank’s reserve of foreign exchange, and 
it declined from 579,000,000 reichsmarks on 
December 31, 1926 to 78,000,000 at the end of 
May. Foreign exchange rates advanced to the 
gold-shipping point and for the first time since 
the new monetary system was established gold 
left the country. 


The authorities of the Reichsbank were in- 
disposed to raise the discount rate, which 
there, as here, has direct application only to 
paper of the purely commercial class, but they 
openly stated that too much credit was being 
employed in the stock market. Apparently 
that opinion was shared by the banking com- 
munity, which, on May 13, gave notice that 
the amount available for such uses would be 
curtailed 25 per cent by the middle of June. 
The announcement caused precipitate selling 
and a heavy drop of prices. The general rate 
of decline in the month of May was 20 to 30 
per cent. The selling, however, reduced the 
volume of loans below the point which the 
banks had named as the desired limit and since 
then the market has steadied and recovered 
in some degree. 


The Berlin Disconto Gesellschaft, in its re- 
view of the situation dated May 25 makes the 
following brief comment, which is applicable 
to stock market levels everywhere: 

As regards the justification of the price level and 
its relation to present return, different opinions are 
possible. One thing however is certain: that business 
in shares cannot be based on short-term loans, home 


or foreign, but must have a secure foundation in the 
real capital power of home population. 


Notwithstanding the drastic liquidation in 
the stock market in May the discounts of the 
Reichsbank continued to increase, and on June 
10 that institution raised the discount rate 
from 5 to 6 per cent., the first advance in 
European discount rates in the present year. 


The Need for Foreign Loans 


In view of the credit stringency the German 
authorities have again suspended the applica- 
tion of the 10 per cent tax upon the yield 
of foreign loans made in Germany. This 
tax is a regular levy upon all incomes in the 
form of interest and dividends received in 
Germany, by foreigners and Germans alike, but 
during the period of stringency following 
stabilization foreign loans were exempted 
therefrom. Last Fall this exemption was 
withdrawn as to new loans, but is now 
renewed, on condition however that the loans 
shall be for productive purposes. It is under- 


stood that numerous offerings are in prepara- 
tion for the New York and London markets. 


In view of the known attitude of the Ger- 
man authorities toward an increase of the 
country’s foreign indebtedness their latest ac- 
tion upon the tax must be taken as signifying 
that they are convinced of the inadequacy of 
German capital accumulations to supply the 
needs of the country, and fear an economic 
back-set unless further supplies from outside 
can be had. As supporting this view the point 
is made that even during the period of easy 
short-term money interest rates upon mort- 
gage loans were but slightly reduced. 


It is unquestionably true that capital ac- 
cumulations are growing. Savings deposits are 
actually growing faster than before the war, if 
account is taken only of new savings, exclusive 
of interest accruals. In the calendar year 
1926 domestic security issues amounted to ap- 
proximately 1,350 million reichsmarks, against 
the equivalent of approximately 1,700 mil- 
lion reichsmarks borrowed abroad. When it 
is considered that 1926 was the first year since 
the great inflation got under way in which any 
public security offerings have been made or 
the German market, and that it was only in 
1924 that the rebuilding of savings bank de- 
posits began after their complete effacement, 
the showing of domestic subscriptions last 
year is a good symptom of recovery, but more 
foreign capital is wanted. Foreign loans have 
eased the payment of reparations both by sup- 
plying means of payment outside of Germany 
and by permitting the accumulation of work- 
ing capital in Germany. 

Dr. Schacht of the Reichsbank, who last year 
was a stout opponent of foreign borrowing for 
Germany, now says that it is necessary in 
order to maintain the industrial pace, but 
sounds a warning against the use of borrowed 
funds for reparation payments. He wants no 
confusion of borrowed funds with the funds 
which become available under the provisions 
of the Dawes Plan. The latter contemplates 
payments only from an excess of German ex- 
ports over German imports. He urges that 
sums borrowed by Germany for productive 
purposes (and he would permit no other) 
contribute to the payment of reparations, but 
that to use the principal of them for reparations 
payments would violate the spirit of the plan, 
defeat the purpose of the loans and eventually 
defeat the plan. He points out that the interest 
and sinking fund charges on the sums thus 
borrowed must be paid in foreign funds and 
that these obligations have a claim upon the 
available amount of foreign exchange which 
properly should have precedence over the “po- 
litical payments.” It is needless to say that 
this opinion accords with the views of the 
holders of these German obligations. 
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Italian Finance 


The Italian Government has been holding 
steadfastly by its policy of raising the rate of 
lira exchange, until within the past month, 
when it has announced its desire that the 
movement shall go no further at present. In 
July, 1926, the lira sold fractionally under 
3.20 cents. On September Ist, following the 
announcement of the Government’s policy it 
reached 3.75, and on January 3, 1927, had 
reached 4.50. With a few reactions it con- 
tinued to advance until it reached 4.84 on June 
25, from which it has receded to about 4.50 
at the end of June. 

A rise of money means a fall of prices and a 
general readjustment throughout industry and 
trade. It is evident, therefore, that business 
in Italy must have been under severe pressure 
during the past year.- Such a price decline 
requires a general scaling down of wages, sal- 
aries and every kind of compensation, in order 
that costs of production, incomes and cost of 
living shall be reduced harmoniously. The 
Italian Government has been active in efforts 
to obtain such a general reduction, beginning 
with wages of public employees, including 
those in the state industries. These reductions 
were accompanied by reductions in charges of 
the railways, post office and telephone service. 
This action was followed by a proclamation by 
the General Fascist Confederation of the In- 
dustries, in which both employers and wage- 
earners are represented, urging the need of 
reducing all production costs in the indus- 
tries. A wage-reduction of 10 per cent has 
been quite generally made throughout the 
industries, and under official pressure the 
Landlords’ Association has undertaken to 
make reductions of 10 to 25 per cent on all 


rents exceeding the pre-war rates. It must 
be said that the public has shown a cooperative 
spirit in high degree and that industry has 
stood the ordeal remarkably well. The figures 
for unemployment were highest in February, 
at 259,059, from which they declined to 215,316 
at the end of April. 


Count Volpi on the Situation 


Count Volpi has repeatedly stated that the 
Government desired only a very gradual appre- 
ciation of the lira, and in a speech in the Cham- 
ber of Deputies of the Italian Parliament on 
June 2nd he indicated that the rise had gone 
far enough for the present. He said: 


The rapid recovery of the Lira is not counter bal- 
anced by a corresponding change in the cost of living 
and the other economic intercourses. This fact, which 
cannot be denied, is, however, greatly exaggerated 
by those who see in this revaluation of the Lira a 
national disaster. The Government feels certain that, 
in a general way, this revaluation will prove beneficial 
to the country, and the great majority of Italians are 
undoubtedly convinced of this and are proud of it. 

Italy must import large quantities of raw material 
for its industries, and, therefore, we must make all 
efforts to export a large quantity of our manufactured 
products; at the same time, however, we must not 
allow our industry to undersell its products abroad 
and to over pay the raw material imported. It is 
therefore desirable that the national currency have as 
high a purchasing power abroad as possible, in keep- 
ing, of course, with the equilibrium of the internal 
economic system. f 

We now desire therefore that the gold value of the 
Lira remain around the present figure, until industry, 
agriculture, trade and the credit situation have ad- 
justed themselves to it. This problem will be revised 
next Fall; in the meantime, in all provinces of the 
country the local authorities, following the instruc- 
tions of the central Government, are carrying out a 
strenuous campaign for the reduction of the cost of 
living. 


The decline of the lira from the high point 
reached in June brings it to approximately the 
point at which it stood when the Minister made 
this statement. 
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